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BACKGROUND

4

As background for the 1972 EducationAmendments,.the National Center for Higher

4

Education Management Systems (NCHEMS) was askeeto look at whether a methoerof
,

ro
fed&sal institutional aid could developed that would still preserve the in-

centives of the states to fund higher education.' It was concluded
.

that such

a method, of financing could be. developed., These findings were published in a

research report authored by Wayne KirsChlimg and` try Postweiler Which was e

titled;
.

General Institutional Assistance: sk&ch;e:Thaf,Oepends'-b6 the EduCa-
.

s:It'4.,,

O

4tional 'fiforts of the States and the Attendance Choice of Students. A sy7ops s

of this technical report, intended for:lay readers, was also published a the

.same time.

, i

The original jpropoal has been recently revised by the authors. Thes revi io s I4, fi

Were undertaken to make this methbd of finpncing more in tune with the issues
A

and concerns of today. 'This&revised version formed the 6asis for the senior

author's July 2 testimony before Congressman James O'Hara's Select SubcomOtte

on Education. 'This paper reports on the current proposOl'and elaborates on

some,considerations which were ignored, or only briefly Iluded to,' in earlie

,

papers and testimony.

1
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PREVIEW

1

T paper has five main sections. The first, section presents the basic details
0

the9.current proposal. The second section describes the policy platform that

underlies the current proposal. This pplicy platform explicateslany of the

values and judgments'which lid behind,the'proposed method' of,financingi The

thlrd section describes the authors' attempts to determine the contribution that

their proposed method of financing would make too the national objeCtives for

higher. education which were proosed by the National Commission on 'the Financing
.

of Higher Education. The fourth. Section is directed to several of the ancillary

2
details of the current proposal. These are details whith serve to° "fine tune'

the proposal rather thansto change its basic thrust. The final section reports

on some of the criticisms and concerns( which have been raised to date about the

authors' proposal. These criticisms are included because they helPto put the

current proposal, into a mi.i\olearer perspectiv.

t
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THE PROPOSED METHOD OF.FINANCI%-

. .

It is time to i'ntroduc

tionaT aid debate.

federal finaneing,sho

a new-dimepsion.into the student aid versus institu-

is time to suggest that perhapS the focal point of

ld,be statessand not students,or institutions.

7%.

It is prbposed, then that the federal government should annually give to each

state a lump sum of honey. Thi§ lum sum of money would beidetermined by two

-factors an ir1dex, of the of t tha) each state was-making in supporting

hqher education, a d twos the otal numbeeof students who wer enrolled in

the public and private instit ti ens of each ?tate.

The index of stateeffort in supporting high

two components ne 4(e, Ing with enrollments

t should be'determined

rivate institutions w

o

The enrollment corfipon

enrolled On s bli' 'a d

citizens in t e

purposes of this

state students

residency stat

not cpnsidere

education shoul be made up of

and one Oing with expenditures.
is

by diViding the number of students

hip the State by.the nUmber o1

state within the target p ulation for higher education. For

tposal, no distinct n is ,made between

Students are credit to the state where

in-state and .out-O-fL

they enroll. Thg

s
I

of.students or the /geographical do6icjle of their parents is

It is Important t note that enrollments are measured on a

relative and notn absolute basi

vantage, or isadvantage.as compa

component 1Can be written as:

J

Thus, a small state has noa3otomaiic ad-

ed to a large state. In shorthand thdri, this

fudents

Targ t POpulation

3 ' CJ
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The student and target population terms in the .above ekpression, like all terms

.in this paperwill be use in a generic rather than specific, way. While'there

are-.significant Consideration which surround the'specific definitions of thete

terms (e.g.-, headcount students ,versus FTE students), general these c

dvatiOns will rrot be addressed within this paper. However, examples of specific

o definitions of terms will be given when it ls felt t ese examples ire necessasy

to understand-the generic basis of the term. For ex mple the.target population

in the above' expression could be defined as a headco nt of all 1.7 to 25 year

olds who reside within a state.

0

The proposed expenditure component'of the overall com

can be written in shorthand.notation as

ostte index of state effort

State & Local Expenditures Total Tuitiq
Total Personal Income

This component°, like the enrollment component, works-1 relati Je rather than

absolute terms. Because state and local expenditures,are divided \by total per-

sonal in,come, a poor state and a rich state are put on equal fOoting\for purposes.

of measuring their efforts in supporting higher education.. .As is .suggested by

.

the above' relationship, tuition also 'has' an iPportant role.to play in the pro-
. .

pOsqd index of state effort. *.ASince' it enters the relationship with a negative
.

sign, states are encouraged to stabil4ae or lower their tuitios if they want to

achieve a high index of educational effort.

The overall or ,composite index of state effort is calCulated' as:

ti



State Effort-
Students

X
State & Local Expenditures --Total Tuition

Target Population Total Personal Income

So that each state's index of effort can be used in)determiningthat state's
. /

total award, each state's composite index of effort is converted into a per

-,student award. The state Making the Wiest effort would have its index of

effort converted into the full or maximum per student award. For: illustration

purposes, this full per student'- award is set at $100 per student. E'very other

state would ha0e their index of effort-converted into a lesser per student

award. 'The actual sized of every other state's per student award would depend

upon 'how closely their, index of effort approxiMate& the index of effort of the'

best state. If a'particular state's-index of effort was 3G percent of the-

index Of effort for the highest state, thealhat state would be eligible to

receive 30 percent,of the f"-per student award or $30 per student for the

current example.

I

The total award to a state wouldathen be determined by multiplying its per

studen studentsaward times the number of udents who were enrolled in higher eduoAtion
4m0

in that state. Hence, a large state might receive more total dollars than a

smaller state, not because- its per student award was higher, but because it'

ad enrolled milre students. But, it is also possible that a smaller state

might receive more dollars than a larger state if the smaller state was making

a more 'substantial educational effort than the larger stateland if it had a

suffitient number of students enrolled in institutions within the state.

A brief summary of the calculations involved in the propos'ed methodof_finan-
.

cpig is given by-the following.table.,

15
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States Index of Effa.
Comparat9

, Effort
Per Student

Award
Number of
Students

Total
Award

f Highest 1.00 a $100 200,000 $20,090,000
2. 4,

3

49 ,

Lowest 0 10 100;000 4 1,600,000'

9

For the interested reader; Append x A contains several "real data" examples of

the above calculations.

p t
.

Each:state would be given the. ldest pgssible latitude in determining how. they.

spent their total federal award. For example, a.state might use their award -

to do one or more of 'the foll win :

Eipand a student aid program that they are currently operating

Develop and4fund a ew form of student aid Ps,

More fully fund an existing student aid,program
,or

Contract with °Private institutions for programmatic services

Provide general Assistance grants'ato both public ana private institutions

Use these,fe,deral revenues to offsgt revenue losses from tuition redu.dAz

tions.
C

a.
This list, of 'course, s not exhaustive. The'inte frt here is that the states

would have substanti latitude, much- as they now have in federal revenue sharing,

to spend these federal dollars in ways which they feel are most

given the specific and often unique circumstances of each state. 'The only re=

striction would be that these dollars would have to be spent on programs to

support higher4-educati/On. Of course a state could always' thooge to substitute

1-
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C

some or all of these federal dolclars for its own dollars. However, this action

would be reflected in that state's effort index the next year, and they would-
A

.

find themselvds with fewer federal idollars to seen/ 'Hence, there is a built

in incentive in this method of financin for maintenance of state-level efforts.

\IQ

""
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THE POLICY PLATFORM

All financing proposals are based upon and support a set of values. This sec-

'tion lays out some of the crucial values and judgments which lie behind. the

method of. financing which was proposed in the previous section.
4t

ta

'II
G

Federal/state relationships should,be characterized more by iecentives'and free
Ir

choice than by legislative mandates and legal requiremMits. "While 'it. would be

,tlesirable 4f the/exact response of each and every state to the proposed.ipethod

(if financing ,could be predicted prior to its enactment, such a prediction is

a practical'impossibility. On'the other hand, the incentives that the proposal

sets up for states enroll more students, to lower tuitions, mid to financial

support higher edu-cation are clear and it is felt that most, if not all, states

will respond in an appropriate manner to these incentives..

Siates havetpe primary responsibility for providing higher education services.

-Hence, federal programs should support and reinforce state efforts *in a way

that will.promokte federal objectives. Most e)sisting proposkls require that

many states change their financing mechanisms for higher education ifthey were

to benefit optimally from the p4osed federal initiatives. They have the un-

desirable characteristic of .providing incentives to the respective states tcv
d

move toward- a single, common approach. to financing ,higher education. The. pro-
,

posal put forth A, hispaper is designed to create just the opposite effect.

Under this proposal, each state is-encouraged to develbp f'unding strategies and

-programs that will work best in that state. ,



.

\
t'Federal initiatives should encourage states to maintain; if not increase,

,

theirAipport,for postsecondary education: Existing proposals often provide

.,incentives to..states-to reduce their financial support OT postsecondaryeduca-
,.0

substitute. federal' dollart for state dollars. Whijelt 4s true that
.,

many states have contillnued.to generally
0

upport higher edkation,. even after
, 1'4 a . .

new federal programs haVe-been enacted, there -are many informed...individuals

who -feel strongly that this-trend irlay.not Contique, Thee individuals point

, !
out tht mahy significant aneoften new demands which are 6eing made upon state

budgets. They cite studoes :oh how tha,i higher education is slipping in
./ V .ifft - .

.

*,,/ o.c,-i

importance in the eyes oforianyilidividuals at the state level.. Now may be a

,, ..

ppopitious moment yn history for the federal government to assert the principle
4

that jt will help states' to shoulder the responsibility of funding highe' educa-
.

tion; but onlyif states are willing to continue their efforts. Beyond this,

' it is well known that there are marked/ di ferences in the efforts which the

. j ,
ifferent states make iri support of hig r education. It ts'time that the states

,..

.

mak g these comparatively poor 'elf
,

be given a .trong incentive to substan-,

tially improve on their effortS. hey Could know that"if they make additional

v
efforts, that the federal OvernMent will do likewise. At the same time, those

Q
states that have been making a strong effort should continue to receive signi-

ficant federal dollars so that they can further strengthen their strong efforiS.

The propoted methodof financing, because it distributes funds on the' basis of

state efforts, is offered as.a way of potentially accomplishing this 6mbination.

of incentives and support.
f.
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c:, , va,. .
,

As has already been pointvd,out, there, is a built-in- fincentie_within thg
.. 0 .,,

, proposal "for'states to stabilize,br even lower tuitions. Because of a minus,

sign on total tuttion,s, statts in which tuitionsvere reduced would be judged
. .

,
as making a larger effort.- Individual states,-may.

.
do this. in different ways

.

s. :depending- upon , the ci rcumStances that exist. -For _example, a state with On.;
. ,

,
siderable \private education may decade that a new.student aid prograR in which

students'receivE enough aid to allow them to atte rivate institutions is\,

the, be.
progrgn would allow private Institutions to hold the mark, on Tu i ti (ins because'

way to go. This program,might be-based on the premise that such a

..

thisthis
program' would result in the%,e, institutions being fully enrolled. Another

, ,, v . ,

state witll considerable public education might ieCide -to* lower public tuitions
: , a , ,

and cover the losses in institutional :revenue' with the, federal funds'. In

effe4-0,this proposal aski'the.federal government to take a stance on tuitions"'

a stance that tuition levels in both public and private institutions should

be kept' as- Tow as circumstances will permit.

y
°

--
6

Federal programs should-be d signed to provide incentives to states to develop,;
1'

, .
5, , i

programs .that will increase student, access. Given what is knOtn today, other,
4,..

than lower tuitions, there is no one best way on a national basis to bring

about more enrollments:
° .

combination of .methods:

approaches may be used:

,Rathereach state.will have to seek, out the best-1.,

Depending on the state, some dr all, of the following
,1

(

----\Giving more §tudent aid to low i pcoine students

,Making KIM, education "opportunities, more geographical accessi,ble.' ,
,,c, -' ,

InitiOing ,new programs in which there is substantia iVirrest among.
7

those who are'currentlynot enrolled .,

12
10
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Giving ihcomesupplements to students from the lowest income fimdlies'

Expanding the junior college system

It would be folly at best toothnk that any one of these pproachet shouldi5e

encouraged on a national basis. But what may be folly on a national basis (

may be just what the doctor ordered on a state or local basis. The judgment

is made that we as a nation are apt to get more total access by creating:
. ,

national incentives for access and then allowing each state to design access
/

promoting programs which are best suited to that state than by any other'

approach.

i

4,-

In light of changes in the age of'majority and the lowering of residency re-

quirements, federal:Pograms should encourage each se to take responsibility

for the education of all persons within the state regardless of where those

6 persons attended high school.

9 tA t4"r

The proposed method of financing, because i gives' credit to the state in which

a student enrolls, encourages states, at least for purposes oflobtaining federal

funds, to accept out-Of-state students. This incentive to acceRtout-of-state

students has the added advantage of encouraging students to attend that insti-

tution which they think will best meet their needs, whether or not it is located

in the state in which they currently reside.

' .

There is implicit in the proposed method of financing a judgment that overall

access is more important thamtargetted access. This is best illustrated with

the help of a brief example. Even if therelvere to be achieved on a national '

basit an equal distribution of students by income origins, but overall higher



o 0

education participationAropped from say, 50 to 30 percent; most individuals

probably would,-feel that 'thee nation was worse off. HenEe, the proposed method

of financing is designed to focus, national attention on the i portance of

a
v

keeping overall'participation rates high. Targetted participation should be

addressed with very narrow,but certainly not smal,targetted federal aid

programs. Many individuals feel that the current ald,programs do not go'far

enough in aiding students with low income backgroundsc... Raising the participa-

tion sates of these indiViduals has been more difficult than most suspected'.

Hence, there is a growing sentiment thatprograms are going to have to be de-

,Signed to meet more than just the tuition costs of these. students. Part of the

problem is that funds in current student aid programs gradually have been di-
,

rected towards higher and higher income students. It is unlikely that these

trends will be halted until federal programs which meet the neetis of the majority

are put into place so that targetted programs can become just that.. The proposed

method of, financing most certainly is not a targetted student aid program. It

may, however, bE one good way to meet the'needs of the majority. If.this pro-

Posed method of financing were enactddoon a reasonably large scale, it might

then allow truly targetted student aid programs to emerge.

The proposed method of finWncing attempts to treat states equitably. Unlike

matching proposals, it does not give a digtinct adVantage to wealthy states.

Unlike some federal programs which distribute dollars'just on the basis of
itt

population,it recognizes that personal i,,ncoMe must also betaken into account.

.Eqally populous states, because of differing. financial circumstances, are

not equally, able to support hi'her education.

12
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depe ds'On an index of relative financial-efforts. Because the proposed
4 "

index of effort is based on relative rather than absolute.drAllment and ex-

penditure mepspres, small and poor states in general should be able'to compete

fairly with large and rich
N

staies. Of .course, no comparison of'states is ever.
0

going to 'be able to take into account all, the important distinctions; but the

proposed method of financing does incorporate some,of the'Most ifiportant fac-

tors, and hence, is a'step in the right direction.
. .

.

There should be an- automatic way in which federal support Of higher education

can teRvinto account inflation. The proposed method of 'Financinghas this

capability. As states spend more to try and keep pace with jnflation, these

efforts will be reflected in their effort'index, and they will receive addi-

tional federal dollars. State level spending to keep pace with'inflation is

just.as much an effort on their part to support higher education as are lower
0,

tuitions- or larger enrollments, and hence, it is automatically and directly

included in the, expenditures terror in the'prqposed index.of effort.

0

There is no national solution to.priVateeducation that can, be apolied'in all

states. The private sector-is-dominant in some states and nonexistent in

others. Still°the,propoSed method of,financing does address, albeit in a

somewhat indirect way, the question of support for pri.vate education._ It does

this by giving states a rather strong set of incentives to recogniie the con-'

tributions that private institutions are making to 'higher education within

their states. If the proposed method of financing were to be enacted, private '6

A

institutions then would be abl to make the following argument in each state.

First, their enrollMents, whe er derived from iri -state or out-of-state students,

13
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are h 1ping the state get additi.onal federaldollars. 'Second, if private

i ngt ffutions are under- enrolled or if they are fo'rced to raise tlfeir tuitions;

then the state will lose federal dollars. Third, state expenditures that,-

directly or indirectly assist private institutions are weighted equally with

state ,expenditures that benefit public institutions. .These arguments, albngt,
kith a whole set of other factors Unrelated'to the proposal, should.silbsta

tially strengthen the private institutions' abilities to obtain public support

at the state level.

While it may not be °by-11ns at first glance, the propose of financing imk
4

does include incentives for the states to maintain a reasonable balance between

expenditures and enrollments. This'incentite exists because the index of state

effort is deteylnined by multiplying relative expenditures times relative enroll-

.10 litents. In eff ct, each of these kinds of effort beoomes a multiplier for the

other kind of ffart. A state that is making d large enrollment effort will

not havea la ge com osite index of effort unless its expenditure effort is

Criversely, a state that is makibb large expenditureeffort

composite index of effortjailesS its enrollment effort

In this way then, the pr4bosal encourages each state to

c'also mnsi table.
i

will not have a f
is als¢ conSiderab

eXpli

I a later secti

would all

diffetently. T

,the'y would all

ck in eac

thitproper balance between the %talus components of effort.

, a(modification to the method of financing will be introduced

the federal government to weight various components of effort

ese weights are important to the current discussion because

w the federal government to influence the balance that is-

. AN

state between'its enr0 ollint and expenditure eff6rts.

14
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The federal bureaucra)cy which would be required to operate this program would
.. ,

be exceptionally small. All of the small amounts of data required to destermine

state effort are readily available. The effort required todistribute the, funds

to the states would be small because so few strings wqui'd.be qtachedp Unlike ,

P

some other federal programs, the operational aspects of running this.-)program,
. ..

,

would be neither cumbersome or burdensome. 0

.

,

The policy platform for the proposed method of financing, then, consis of

the following values and judgments:

1. Federal/State relationships should be built on incentives and

free choice.

States have the primary

edlication`services, and
,

9

Icy

responsibility for prrividing ygher

hence, federal programs should support

and reinforce state efforts: 1

3. Fegrral programs 'should encourage states to continue, and in

many cases increase, their dollar support of, higher education.

o

4. Federal programs should encourage states toEstabilize or, if

'possible, to lower tuition levels.
,

5. Federal programs,should encourage states to develop programs

that will increase student access.

6. States, whether rich or poor, wheper large or small, should

have an equitable chance to compete for federal dollars.

15
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7. Federal support to 5tates should automatically iicrease when
.

[

, states are forced to pend more to keep pace with inflatiop.
- . .

8. Federal programs shouid encourage ttatesto reco pize and support
1

,private institutions.

9. States should be encouraged to maintain a proper balance between'

expenditures and ehr011ment/, betwe6 ,quality and ivantity.
/

The federal ureaucracy'should be kept as small' Pos.sible.

LI

:I-

t
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a
,CONTRIBUTION Tp 'NATIONAL. OBJECTIVES

N o' ..s'. .

This section addresses the contributions that the proposed method of financing
a

-could make to the objectives that were developed by the National Commission on
-'...

\ "
the Financing of HigherEducation... The Natipnal Commission Suggested eight

,
.

c

objectives: access, choice, student oppOrtunitk educational diyersity, insti-...

- p

tutional excellence, instit4iional independence, institutionelcountabiltty,

and adequate financing.

Access --The Commission's definition was:
r

4

Each individual should be able to enroll in some form of post,
secondary education appropriate to that person's_ needs, capa-

w bility, and motivation.
me

enrollmenis'are an,iMportan onent of the proposed index of.state

effort, band hence, there is created direct state level incentive for promoting
%kr

,access. The proposed index also encourages. the stabilization or'lowering of '

tuitions, and hence, there i5 created an additional indirect-incentqe for

access. Finally, the proposed index, by including state. and local expenditures-,

encourages states to adequately fund higher edutation, and adequate fiinding has

a sig.nificant impact on access:

s;

Choice - The Commisslion's definition was:

Each individual should have a reasonable choice among'those insti-
tutions of postsecondary education that have accepted him or her
-for admission.

17



d

e.

eg.

The proposal contributes to this objecti ve' in two ways. First, under the. prg-

posal , states are given arect doljar incentives to accept out-of-state- stu&nts:
0-

These incentives are. important because if more states were willing to lower

1.

'their barriers to the interstate mobility of student choice would be
0.

expanded substantially. Second, the proposal does create some additional in-

centives '-'for those states which have significant private' sector to su ort

c ''that, sector. To the extent that private institutions, get additional' support

in appropriate ways from ,the states, student 'choice will be expanded:.

4

, Student Opportunity -- The Commission's definition was:

a

rPostsecOndary education should make available academic assistance
and counseling that will enable each individual, according to his
or her needs, capability, and motivation, to achieve hi 'or her
edudational objctives:

it is probably fair to say that most students have as oneof their educational

.

objectives the obtaining of a certificate, degree or diploma. "This. means that

students shoUld be encouraged to remain iNschooL until their educational ob-
.

jeCtives are realized. The proposed method of financing, then, contributes to

this objective by counting all students, not just first -time enrollees; a third-

year student is-.considered to-be just as important as a first -year student. ,

It is. also appropriate to poi ntout that under the propo$ed mIthod of_finaneing

the states would be attheir. discretion, to use their federal funds to

develop specialized programs in the area of academic assistance and counseling.

Educational Diversity This objective was defined' in the following terms:

e \

Postsecondary education should offer programs of formal instruc-
tion and other opportunities and. engage in research and public
service of sufficient diversity to be responSive to the `changing.
needs of individuals and society. nal

18.
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hd
By encouraging private education; by allowing states to devlop those programs,.

. '

which make-the most sense for their state, and by not developing'rigid, deWled.
4

national programs, the proposed method of finar sing has the potential to make

a modest contribution natiDnal objective o educational. diversity.

r -

. 4
Insiftuttonal Excellence"--The Commission's definition WeS: N

. .

Postsecondary* cation should strive for excellence in all in-
-\struction andiath r learning opportunities, and in research and
loub44e-serviCe.

o
Excellence requires adequate fUndS: While adequate.fundingvill not insure

J

excellence, it alwott invariably 4s-true that excellence cannot be.had Wit Out

.adequate, and often generals, funding. lehce, the proposed index of effort

does Place a substantial weight on state and lOcal,expenditures. Furthermore',

different institutions will seek different& kinds of excellence some in

sinstruCtion, some jn research, and some in the opportunities they offer to

'deprived students. Hence; the proposed method,of financing does not just

count funding of instruction and is not restricted to certain types of insti,

tutidT. The decision as to whith areas of excellence should be pursued is

A

one that;is in this approach tO. finandhg4t the state level where insti-

tutions and state agencies can deal with these matters in an appropriate way.

Institutional.IndependenCe Commissibh s objective was:

Institutions of postsecondary educatiowshould have sufficient
freedom and flexibility`to maintain institutional and. professional
integrity and to meet creatively and fesponsively their educational.
goals."

Institutional independence has several dimensions. In parts,' independenceAs

a function of not depending to much on,one source of funding. In gen@ral,

21
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under the proposed method Of financing, both the federal'government and state

'and local governments wouldbe encouraged to fund higher education. However,
v .

this method'of financing Could lead to federal funds in this progr*am drying up

. ' for aPparticular state if that state decided to cut back on its educational

efforts. On the other hand; an individual state would know that the federal
,

government would not cut back on its support via this :program simply because

that state had decided.to increase its ownjUpport of higher educatio0 In

fact, under-this methol_of financing, the federal government would:increase its
- 1

funding of a particular state if that state decided to mof'e fully support'higher

4

, . r t-

education. In part, institutional independence is a-function of adequate fund-

.3 \ ..

ing),, anorthis proposal, as has already been pointed out, encourages this.Q.
hnall institutional in .,.-4. ence in part, is a function of Rrogrammatic.

J L.Al -

control: Under this pr posal; the federal government would not be.Werlipting
.

ta.substitute its judgments on pro. ..m for that of the inst.iutions and tates:
, .

.

Institutional Accountability -Tpe Commission's definition was.:'

,t4

Institutions of postsecondary education should use financial and
other resources efficiently and effectively and employ procedures
that enable those who provide the resources to determine whether
thoseresource§ are being use' to achieve desired outcomes.

This method of financing could have an' imPa6t on the current systein of accoun-

tability. Because students and institutions would not receive support directly

from-the federal, -government, there would be a leSsening of pressurestudents

and insttutions for accountability to the federal'government. On the other

hand, because

directly from

Lability.

students and institutions would receive more of their support

States, there would be increased pressures for state-levelaccoun-,

22
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Adequate Financing --The final Commission-objective was:

-
Adequate financial resources shpuld be provided for the accomplish-
ment of these objectives. This is a responsibility,ihat ,should be
shared by2a coMbinatipn ofpublic and private sources, including
federal, state, and local gdvernments, students, anO'their families
and other concernedeorganizations and individual's.

At least as regardsSstate and federal sources as has ali'eady been-pointed'out

4
on several accraiions, this method of financik does encourage adequate funding.

e

HOweyer,,.eo the extent that,thi§ propoial en ourages lower tdftions, it re -.%

duces thet.source of revenue__

fl

o

X

, A

These then are the National -Corrission objettives and the potential contriOutions

to these objectives'of the proposed method of financing. It is clear that the

proposal, by itself, does not completely satisfy any one of these obSectives;

however-s.the proposal does have the potential to make a meaningful-cOriir\lbution

to most of, these'objectives.

4

23
21



er

ANCILLARY. DETAILS
4 4

-
1.. %

---Al*se details-are,not central to the basic_proposal that ha been presented,
_

-

but their,06ption might mAke the basic proposal much 'more 'attractive. .A.. .

ti

/

It y be useful to allow the. different terms in the iIP ndex of effort to IA '.

: .

.

weighted differently. For example, the earlier exprevion'for state effort

might0e made to include ,these weights in the, following waYri,:-,

3

W
1

X Students X Expenditures ---144 X Tuition

2
X Target Population o 'W

5
X Personal Income

,

These policy weights would allow the feder'al government to give different weights
_,,,,,

,.
___

to its various:objectives. For example, by making W4 greater than Wi, the

federal, goiernment can place more weight on states decreasing tuitions than

on states creasing their expenditures. 'By qaking W3 greaterthan Wi, the

federal government can place more weight on increased dollars efforts than on.

increased enrollment efforts. As was mentioned earlier, these weights, along

with the fact that the proposed index. of effort is multiplicative, could result

in the federal government having a significant degree of influelice on the ,

balance that is struck in each state between its components of efforts.

A

Second, it may be Useful to disaggregate some of the terms in the expression

for state effort. In parti,cullar,.it may e appropriate tedisaggregate the

personal income term as follows:
- dr

Total Personal Income = W' X Total Personal Income of Low Income Families :I.

W" X Total Personal Income of Middle Income Families

W""X'Total Personal Income of High Income Families

24
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o

a

The advantage of this disaggregation is that it would allow different weights

to be pl aced on the dollarsrin each ..lincome grouping, For. example, by makitg

W' less than W" and W"' the federal governmenticould'explicitly recognize

that less of_the budget of a low income famtl:is; available for supporting h'gher
1 .

, , ,

education either directly or through the tax system -- than is available from
1 , .

middle and high income families.

.

It,may also be, useful to disa egate the students term. For example, a dis-

°

tinctton could be made between lower division upOer division and gradgate
,

students. This distinction would allow the tfedefail government to reflect its

.

each typesobjectives in this area by -"applying diffepht alights to eacn of these types

of students. Similarly, the target populaticid be decomposed into several

age groups and different weights applied to etralinents from each of these age

groups.

Another useful modification to the proposed,'Irldex of effort might be to expli-
.

citly recognize that different states have quiff age profiles. The
,

number of senior citizens Florida is a tiaecase. This refinement Could

be introduced into the expenditurds comoonenOk the following way:

X Dpenditdes 142 Tuition
W3 X Working PopOlqiOn

W X
Personal Income of Low. Inceroe,

4 Low Incene Working PopulWfiJonV
Families;

1OF .
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If the working population were defined as individuals who Were 25 to .60 years

of age, then a state.would not be 'penalized because it had a high proportion

of youn or.old persons in its population.

"-

, 4

Finally, there is the matter of definitions. One-Of the strong po-triis of this

method of financing is.' that the generic definitions cou;141 be adjusted quite

easily to reflect current federal 'policy. For example; students could be-"de

fined. as postsecondarrstudents ihtead of higher education students. Expen-

ditioes could be defined as includ,ing capital, as, well as operating, expendi.-
.

tures. Tuition 'Could ize expanded to include student charges'. The .'boundaries

between low, middle, and high incomes could be changed. By4adjustment

these definitions, then, states could becgiven addi-tional incentives to con-

.,:sider federal policy ih the design of their programs.

24
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CRITICISMS

Thit section records and responds to several of the more important criticisms

which have been raised to date about the phnoposed Method of financing.

The first criticism is that there is no need to spend precious federal dollars

providing new and additional incentives to states to support higher education.

Some would claim that states are already suppoAing higher education and that

federal dollars could best be spent on other programs. As has already been

noted, not everyone is convinced that past patterns of ever increasing levels
--

of state support are guaranteed or even likely. Hence, new and'additional state

incentives may be a useful addition to the current pattern' of state and federal

relations. In addition, there are some who would argue that currently there

IS a much too disparate effort being made as between the highest effort states

and the lowest effort states. Hence, it may be appropriate forl,the federal

gOliernment to set up a syslem of additional incentives that might influence

some of these lower effort states to increase their efforts. At the same time,

it would be unwise and counterproductive to exclude from this program those

states that currently are making a high effort. it is clear that these states

value higher education and probably are prepared to make wise uses of any

federal dollars that are given to them..

A second criticism is that this method of financing does not sufficiently tar-

get federal funds. As has-already been pointed out, this proposal. does not

seek to target funds on a national basis. This proposal'is based on the pre-

mise that targetting can best be donemon a state-by-state basis c. The best

that can be hoped for is that this state level targetting have behind it some

r-



sstrong'and explicit federal incentives. It has also been noted that if. this

Ooposal were enacted as a basic support program, that it then might becomi'

easier for the federal government to develop other programs which were much

more targetted than current federalprograms. For example, targetted programs

for low income students could be developed without a requirement that ,these.

programs provide substantial benefits to middle income students.

A third:criticism has been that this method of f/nancinj doet not leave, the

federal government with enough. control over the funds which it commits to

this program. This method of financing is'based on the premise that the federal'`

\government should be result and not control oriented. It should be interested

in securing lower tuitions', mare enrollments, and greater levels of aggregate

state spending.. How states accomplishthis should be left to the'states,

6

The final, criticism has been that federal funds would be better distributed to
.

states on the basis of need:rather than effort. The argument,is made by some

that federal spending should compensate for lack of state spending so that

. .

more equal educational opportunitieelre available to all. If federal funds

4 were unlimited, these criticisms-might be valid. The practical fact is that

compensatory federal progtams are likely to lead to states substituting federal

dollars for state dollars. It is unlikely that .the federal government could

ever afford to take over all, or even very 9.tcfraf, the burden of supporting

higher education which is currently shouldered,by tI states. Many individuals

. have felt for a long time that limited, federal funds 'can have more of an impact
Afw

`if they are used in an incentive rather than a,compensatory fashion.

O
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FUTURE PLANS

4t

There are still many details of this method of financing that need to be

examined. Beyond this there is a need. to decide on the scale at which this

program could and should be introduced. There is still work to be done on

deciding where the funds for this program might best come from (e.g., which

programs shouleri- replace) land what modifications in other programs might
. ,

be' possible and desirable if this method of financing were adopted.

. In spite of all of the work which still -needs to be accomplthed, the 'work

to date has convinced the authors that there is considerable merit to this

method of finalicing. It seems .unlikely, for a variety of reasons, that fede-

ral programs will in the long run stay as committed to direct student aid as t

they are now. At a minimum, other alternatives should be deVeloped and de-

bated. The proposal made in this paper is offerred in this spirit. As part

of a package that includes highly targetted student aid programs, this pro-

posal offers a new direction for federal financing.

27
a

.z



I
APPENDIX A:

EXEMPLARY RESULTS
)

Depending on the particular formulatiOn of the-equation for state effort in

this financing proposal, a wide vaejety of allocation patterns can be prbduced.

The following pages exemplify three investigations of the effect of the finan

,

cing plan using three distinct sets of "policy" parameters. Statistical data

used in.these simulations was extracted from a variety of published and com-

puterized federal data sources. References to these sources appear at the end

of this appendix.

The first alternativi can be represented by the following equation:

State Expenditures Going Directly to Institutions
+ State Student Assistance Grants --State Tuition

State Effort
Revenues

State Personal Income

State Student Population
State Population

This yields the follOwing Tesults when a maximum student award is set at $100.

30
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Rank

1 Arizona
2 Washington
3 Idaho
4 Wyoming
5 Utah

California
Hawaii
New Mexico.
Louisiana
North Dakota
Wisconsin
Alaska
Mississippi
Texas
Kansp
Colorado
Oregon
Kentucky
West Virginia
Illinois,
Montana
Minnesota
Arkansas
'Oklahoma
Michigan
North'Carolina
Florida
Nebraska
South Carolina
Georgia
Delaware
Alabama
New York
Maryland
Missouri
South Dakota
Indiana
Iowa
Virginia
Neftda
New.. Jersey

Maine
Connecticut
Rhode Island
Ohio
Pennsylvania
Tennessee
Massachusetts
New Hampshire
-Vermont
District of Columbia

State

6

7

8
9

10

11
12

13

14

15

16

17

'18

19

20

21

22

23
24
25

26

27

28,

29

30

31

32
33
34
35

'36

37

38

40

41

.42

43

44
45
46

47

,48
'49

50

1

0

TOTAL AWARDS TO ALL STATES

TABLE 1 °

x of Comparative
E ort Effort

1.007

.846

.815

.812

.811

.780

.701

.605

.603

.504

.451:

.448

,447

.432

.427

.388 Q

.61

.357

.351

.350

.340

.284

.272-

.271

.264

.224

.211

.200

.187

.187

.157 a

.156

.155

.139

.123

.122

.107 .

.100

.082

.031

.020

.014

.010

- .097
- ..103

1.000

-.840

.809

.806

.805

.775

.697

.601

.599

.500

.448

.445

.444

.429

.424

.385

.358

.354

.348

.348

.338

.282

.270

.269,

.263

.223

.20

.15

.155

.154

.138

.122

.121

.107

.099

.081

:031

.020

.014

.010

.000

.000

- .1 4 .000

- .000

- .34 .000

- .4 4 .000

-° .749 .000 ,

-2.338 .000

212,783,079

3 1

30

Per Student
Award

Number of
Students Total Award

100
ti

83,572. 8,357,200
83 138,871, 11,662,409
80 29,408 2,379,507
80 12,763 1,028,881
80 69,308 5,579,901
77 889,440
69 27,662

.68,896,532
1,g26,711

60 39,259 2,357,546
59 110,203 6,603,526
50 '25,564 1,278,983
44 '55,650 2,493,044
44 5,949 264,749
44 62;943 2,795,554,
42 390,326 16,763,118
42 -=-7-94,379 4,0021337
38 99,763: .3,843,348
35 80,506 '2,882,735
35 86,674 3;072,450
34 59,309 5,548,964
34 . 47,742 12,0,96,98S
33 3i444 454;223
28

27
o "

132,293
47,640

3,733,605
1,287,784

26 101,059 2,716,004
26 315,721 8,291,030
22 130,736, 2,910,711

186,593 3,907,626
19' 62,525 1,239,590
18 56,316 1,044,974
18 116,953 2,167,639

-15 16,244 254,012

15 93,743 1,448,635
15 750,332 11,536,132
13 122,247 1,686,253
12 147,208 1,801,555
12 26,600 321,798
10 175050,- 1,870,084
9 A6,050 953,934
8 .104,372 848.,431`

1

1

1,712
165,898
23,144'4

5,243
327,388
31,567

106,748 110,382
0 35,200 0-

0 33.5,803 0

:,339,706 0

0 121,282 0

243,150 0

24,893 0

17;886 0

0 53,519 0



I* reader should note especially the eight states in Table I where the subtrac-

tion'of tuition revenues produces negative indices of state effort.

The second investigatiOn (Table 2) soars the effect of removing state tuition

revenue from,the previous eqoation for state effort. Thus, the revised formula

for the index of state effori.is:

State Expenditures Going Directly to Institutions
+ State Student Assistance Grants

State Effort"- '' State Personal Income .

state Student Population
State Population

Again, the information in Table 2 tis based on amAximum student award of $100.

0
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Rank State

.1 - Utah
2 Arizona
3- North Dakota
4 Wyoming
5 Washington
6. Idaho
7 California
8 Colorado
9 New Mexico
10 District of Columbia
11 Hawaii
12 South Dakota
13 OregOn

Nehraska_,/
15, Mississippi
16 West',Vilginia
17 Kansas
1811 Louisiana
19 New York
20 Wisconsin
21 Minnesota
22 Iowa
23 Rhode Island
24 Vermont
25, Michigan
26 Indiana
27 Kentucky.
28 Texas
29 Oklahoma
30 Illinois
31 Alaska
32 Montana.
33 North Carolina
34 Missouri
35 MasSachusetts
36 Delaware.
37 Florida
38 Arkansas .

39 Georgia
40 Maryland
41 Connecticut
42 Alabama
43 Maine
44 South Carolina
45
46 New Hampshire.
47
4 'Virginia
\49 Tennessee
50 , New Jersey
51 Nevada

r- TABLE 2 .

.

Index of 'Comparative
Effort Effort

. 1.674 1.{00
1.422 .8

1144 .68
1.139 .680

1.122 .670
1.099 .656
1.094 .653
1.073 '.641
,996 .595
.993 .593
.909 .543

. .897 .536
.847 :506
.808 .483
.804 .480
.794 ..474

.785 .469

.780 .466

.762 .455
-727 .434
.715. .427
.701 .418
.683 .408
.671 .401

.667 .398

.656 .392

.612 .365

.596, .356

.593 .354

.547 .327
,534 .319
.517 .309
.504 .301

.488 .292

.484 .289

.481 .287

.449 .268

.443 .265

.425 .254

.419 .250

.417 .249

.395 .236

.386 .230

.377 .225
..346 .206
.328 .196
.306 .183
.285 .170.

.230 .137

.200 .119

.044 .026

TOTAL AWARDS TO ALL STATES $282,204,048.41

O

'32

.

Per Student Number of
Award Students+ Total Award.

100

84

68
68
66
65
65
64
59

.59

69,308
83,572.
25,564
'12,763

138,871
29,408

889,440
99,763
39,259
53,519

6,930,800
7,096,144
1,746,356
868,120

9'003,199
1,930,028

58,,106,826

6,390,308
2,334,674
3,175,088

. 54 27,662 1,502,197
53 '26,600 1,425,608'
50 80,506 4;070,131
48 62,525 3,018,201
48 'r 62,943 3;023,197P._
47 169009 7,556,760
46 94,379 4,423,533
46- 110,203 5,132,374
45 750,SA 34,125,925
43 55,650 2;416,895
42 132;293 5,648,081
41 96,050 4,019,490
40 35,200 3,436,341.
40 17,886 716,993
39 315,721 12,567,790 1-4°

39 175,350 .6,871,047
36 86,674 3167,387
35 390,326 13,903,547'
35 101,059 3,577.,140
32 347,742 11,365,459.
31 5,949 189,698
30 13,444 414,808
30 _130,736 3,931,547 ,-
29 147,208 .4,292,844:
28 243,150 7,026,073
28 16,244 466,244
26

S..
T86,593 5,002,063

, 47,640 1,261,617'
25' 116,953 2,970,855
25 12Z,247 3,060,082
24 106,748 2,660,747
23' 93,743 2,210,823
.23 23,144 533,272
22 :56,316 1,266,534
20 ,336,803 6,950,335
19 24,893. 488,338
18 339,706 6,214;562
17 104,372 1,278,519
13 121,282 1,662,455
11 165,898 1,979,585
2 , 1;712 . 4,515



7

In the last investigation, state and local expenditOrps on higher education

are replaced by actual institutional .current fund expenditures totaled for

public and private schools. Thus, the equation for tfp third inyestigation

is: -4

Total Institutional Current Fund Expenditures
State Effort = State Personal Income

State Student Population
State Population

-;)

Results from this formulation are reported in Ta le 3, again assuming a

maximum $100 award per student,

1

O
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Rank

1

2

3

4

5

6

7

8

9

10

11

12

13©

,14

-15

',16

17

18

19.

20,

2l
22

23

-2-4

25

26

01.27

28
29

30
31

32

33 ,

34
35
3d
37

38
39

40
41

42
43
44
45

46
47
48,

49
50

51

Florida
Virginia
New JerseY
Nevada

State

District of Columbia
Utah

Vermont
South Dakota
Massachusetts
North Dakota
Colorado
New Mexico
Arizona
Nebraska-
California
Wyoming_
Idaho
Kansas ,

Rhode Island
Oregon
West. Virginia
New Hampshire
Iowa

ciNew York

Washington
Hawaii

Indiana
Oklahoma
Minnesata
Mississippi
Michigan, N,

'Tennessee

Louisiana
.North-Carolina
Texas
Illinois
Missouri
Wisconsin
Connectetut
Maryland
Alabama
Kentucky
'Pennsylvania
Ohio
Georgia
Delaware
Maine
Alaska
Montana
South Carolina
Arkansas

Index of
Effort

12.254
8.586
4.191
3.616
3.479
3.420
3.336
3.111
2.805
2.767
2.711

2.657
2.562
2.511

2.498
2.483
2.4;32

2.417
2.395
2.380
2.380
2.243.

2.207
2.199
2.180
2.167
1.893
1.875
1.860
1.829
1.663
1.656
1.622
1.611

1.607
1.605

1.570
1.482
1.454
1.443
1.331

1.304
1.257,

1.246
1.221

1:07
1.206

, 1.140
.980

.622

'.090

TOTAL AWARDS TO ALL
4STATES

TABLE 3

Comparative
Effort'

1.000
. 701

,342.
.295

.284

.279

.272

.254'

. 229

. 226

.221

. 217

.209

.205

.204

.203

.198

. 197

. 195

.194

. 194

..183

'.180
,179

.178

.177

.154

. 153

.152

.149

-136
.135

. 132

:131

.131

:131

. 128

.121

.119
. 118
.109

.106

.103

.102

.100

.099

.098

,o9a
.080
.051

. 007

$125,454,673.39

. 35
34

Per Student
Award

Numb&-.of
Students Total PAY0

100
70

34
29

28
"27
27

25

22
22
22

21

20.

20

20

20

19

19

19

19

19

18
18

17

17

17.

15

15,

15

o14
_ 13

13
13

I3
13

la
12

12

11

11

10

10

10

10

9

9

9

9

8

5

0

53,519
69,308
17,866
26,600

243,150
25,564
99,763'.

39,259
83,572
62,525

889,440
12,763
29,408
94,379
35,200
80,506
159,309 .

24,893
96,050

750,332
138,871
27,662

'175,350
101,059-*
132,293
62,943

315,721
121,282
110,203.
130,736
390,326
347,742
147,208
55,650

106,748
122,247
93,743
86,674

339,706
, A6,803
116,953:
16,244
23,144
5,949'

13,444
56,316
47,640
166,593,
104,4372

165,898
. 1,712.

5,351,900
4,856,180..
611,734
785,023'

6,903,961
713,525

2,715,695
996,664

1,912,990
1,411,953

19,680,777
276,1.39 1

614,807
`1,934619

717,514
1,61,1,164

S,151,505
491;009.

1,877,380
14,572,242
2,696,855
506,358

3,158,203
1,813,783
2,353,786
1,113,247

4,875,947
1,855,811
1,672,750
1,951,602
5,297,878
4,699,540
1,948,695.
731,739

1,399,863
1,601,519
1,200,990
1,048,125
4,031,925
3,966,921
1,270,570
172,844
237,475
60,490
133,991
554,857
468,840

1,735,339
834,984
841,913

1,263.
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SUMMARY OF DATA SOURCES USED

'State Expenditures for Higher Edu,pation TRINST71 File of the NCFPE Data Base.
(1970-71 HEGIS Information).

State Expenditures fOr Student Assistance TRINST71 File of the NCFPE Data Base
(1970-71 HEGIS Information) .

State Tuition Revenues TRINST71 File of NCFPE Data Base
mation),.

0970-71 HEGIS

State Perspnal Income Internal Revenue Service, Income Statitics: Individual
'Returns 1970.

State Student'Enrollmen. ts NCES, Fall Enrollment in Higher Education 1970
Supplementary Information, Summary Data.

State Population U.. S. Census, General Population Characteristics, 1970.,

Institutional Current Fund Expenditures U.S.O.E., Financial Statistics of
Institutions of Higher Education, 1970-71.

o. S

For 'more etalled, information on either the definitions. or aggregations of data

. elements used in the_preVious investigation, the reader Ishould contact one of

the authors. directly.
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